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Summary: The aim of this paper is to analyse the effects of flexibility in the la-
bour market on workers’ monetary poverty in 15 European countries in the time 
span 2005-2016. We estimate how the labour market regulation index (LMRI)
affects workers’ monetary poverty through two empirical exercises: in the first
one, we use an autoregressive distributed lag model and, in the second one, the
generalized method of moments model. The results suggest that greater flexibil-
ity of the labour market is positively correlated with greater monetary poverty
among employed people. The result does not change significantly when intro-
ducing the effect of the economic crisis and the interaction effect between the
economic crisis and the LMRI. Therefore, we conclude that the outcome should
be considered to be noticeable whatever the macroeconomic conditions occur-
ring in the labour market.
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From the early 1990s, labour markets – especially in the European Union – have been 
characterized by continuous changes (Anton Hemerijck and Werner Eichorst 2009) 
with the aim of making them more efficient (Alessandro Turrini et al. 2015). These 
changes, based mainly on the introduction of higher flexibility into the labour market 
(Claudio Lucifora, Abigail McKnight, and Wiemer Salverda 2005; Thomas A. Di 
Prete et al. 2006; Giorgio Liotti, Marco Musella, and Federica D’Isanto 2018; Rosaria 
Rita Canale, Liotti, and Marani Ugo 2019), tried to respond to some important issues: 
(a) to guarantee a more efficient match between labour supply and labour demand in 
line with changes in the business cycle; (b) to make – through a reduction in production 
costs – national goods more competitive on international markets (Holger Zemanek 
2010); (c) to reduce the high and persistent unemployment of Southern European coun-
tries (Lucifora, McKnight, and Salverda 2005; Zemanek 2010; Lorenzo E. Bernal-
Verdugo, Davide Furceri, and Dominique Guillaume 2013); (d) to allow higher profits 
and, through the capital accumulation process, increase investment levels (Francesco 
Daveri and Guido Tabellini 2000). 

The changes in labour market institutions aimed to remove the rigidity of the 
labour market through the reduction of hiring and firing cost, the use of atypical con-
tracts (fixed and part-time contracts), and the lowering or elimination of the minimum 
wage. However, a possible negative consequence of these measures is a general reduc-
tion of workers’ and unions’ bargaining power (Olivier J. Blanchard and Francesco 
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Giavazzi 2003; Gabriele Ciminelli, Romain Duval, and Furceri 2018), and the birth of 
the so-called bad job (precarious and low-paid job) phenomenon. 

The 2007 financial crisis, and the subsequent rise in unemployment across Eu-
ropean countries, “accelerated” the liberalization and de-regulation process of the la-
bour market (Jesús Ferreiro and Felipe Serrano 2013) in the attempt to minimize job 
losses (Misbah Tanveer Choudhry, Enrico Marelli, and Marcello Signorelli 2012; Niall 
O’Higgins 2012; Silvia Dal Bianco, Randolph L. Bruno, and Signorelli 2015). The 
necessity of reforming the whole structure of the European labour market was part of 
a set of public policies that national governments used to deal with unemployment 
during the recession period. Furthermore, some Eurozone countries (the so-called pe-
ripheral countries) were subject, under the supervision of European institutions, to 
structural reforms whose core was – besides higher flexibility in the labour market and 
cuts in public sector wages – public balance adjustments. The result was an increase 
of poverty and a general decline in macroeconomic conditions (for details about the 
effects on poverty of structural adjustment programmes in peripheral countries, see 
Canale, Liotti, and Ugo 2019). 

However, many papers raise doubts about the real effectiveness of labour mar-
ket deregulation on employment outcomes (see Ferreiro and Carmen Gómez Forth-
coming). Paolo Barbieri and Stefani Scherer (2009), analysing the Italian case, con-
clude that there is no evidence that higher labour market flexibility improves youth 
employment performance. Rather, they found that Italian reforms have caused a sub-
stitution of typical employment with sub-protected and marginal jobs. Andrea Bassa-
nini and Duval (2006) conclude that there is no statistical significance of an increase 
in union density degree on employment. Ferreiro and Gómez (2018), analysing the 
change in labour market institutions in 21 countries from 2008 to 2012, found that 
higher flexibility is not associated with better permanent employment outcomes and 
that lower flexibility is not associated with worse permanent employment outcomes.  

On the contrary, flexibility seems to have positive effects on temporary employ-
ment creation. O’Higgins and Valentino Moscariello (2017) found that an increase in 
the minimum wage – in the presence of high employment protection legislation – does 
not lead to an increase in the unemployment rate. Liotti, Musella, and D’Isanto (2018) 
found an adverse effect of flexibility on youth unemployment in Italy. Finally, Ferrerio 
and Serrano (2013), studying the Spanish case, stated that labour market reforms have 
not solved the structural problem of high unemployment.  

Doubts about the effectiveness of flexibility are raised also by Bassanini and 
Duval (2006), O’Higgins (2012), Blanchard, Florence Jaumotte, and Prakash 
Loungani (2014), Phillip Arestis and Ana Rosa González-Martínez (2015), Amitava 
Krishna Dutt, Sébastien Charles, and Dany Lang (2015), Emiliano Brancaccio, Nadia 
Garbellini, and Raffaele Giammetti (2017). Some authors (Eichorst et al. 2010) distin-
guish between external and internal flexibility. External flexibility is related to typical 
labour market institution changes, and they alone cannot explain the labour market 
adjustment in the case of an economic downturn. Internal flexibility concerns changes 
in labour intensity, i.e., adjustment of working time to satisfy a company’s current 
utilization rate (Eichorst et al. 2010). The change in the intensity of work – i.e., changes 
in working time – represents an important aspect of the working poor. Indeed, in the 
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case of a negative shock, given that firms have uncertain (at least initially) expectations 
about the magnitude and duration of the crisis, adjustment is made through the reduc-
tion of worked hours. Obviously, this has a double aspect: on one hand, it prevents an 
increase in the unemployment rate; on the other hand, it affects workers’ wages and 
thus increases the number of working poor. Many other authors have highlighted the 
possible negative effects of these policies on workers’ living conditions (Eric Crettaz 
2011, 2015; Neil Fraser, Rodolfo Gutiérrez, and Ramón Peña-Casas 2011).  

The introduction of measures which allow an excessive use of atypical con-
tracts, which are not renewed in the case of economic downturn, worsens the working 
and living conditions of specific worker categories, such as young people and unskilled 
workers (Crettaz 2011; Choudhry, Marelli, and Signorelli 2012; Patrick Emmenegger 
et al. 2012). The use of non-standard contracts (fixed-term contracts) and an increase 
of atypical jobs (part-time jobs) favours the creation of low-wage jobs, increasing pre-
cariousness within the labour market (Lucifora, McKnight, and Salverda 2005; Cata-
lina Amuedo-Dorantes and Ricardo Serrano-Padial 2010; Marco Giesselmann 2014). 
A relaxation of hiring and firing legislation can help employment outcomes only if the 
country provides generous social protection and active labour market policies (Hemer-
ijck and Eichorst 2009). 

However, the effects of changes in labour market institutions and workers’ pov-
erty have only received attention in recent times. Crettaz (2015), for example, finds a 
positive correlation between flexibility measures and monetary poverty by analysing 
data for five European countries in the period between 2008 and 2012. Ive Marx and 
Brian Nolan (2012), through a microeconometric analysis, highlight that workers’ 
monetary poverty can depend on various factors such as, for example, low work inten-
sity at the household level, size of household, and the presence of a single wage. Gies-
selmann (2014) analyses the effect of bargaining systems on wage and concludes that 
centralized collective bargaining in the presence of high employment legislation pro-
tection reduces the low wage employment of outside workers.  

Amuedo-Dorantes and Serrano-Padial (2010), studying the effect of precarious-
ness in the labour market, conclude that the introduction of fixed-term contracts has 
increased the poverty risk for workers via limited job stabilization and low wages. 
However, it is important to point out that if, on the one hand, these authors focus on 
some specific features of labour market institutions, on the other hand, and they do not 
provide estimates about the long-run impact of labour market institutions on worker 
poverty. 

To fill this gap, the aim of this paper is to estimate the effect of the changes in 
labour market institutions on monetary poverty in 15 European countries during the 
period 2005-2016. The main hypothesis of this paper is that the set institutional 
changes – i.e., an increase in the deregulation level of labour – have incentivized an 
increase in precarious jobs and the birth of a new poor: the so-called working poor. 
Indeed, the de-regulation of labour market reforms, on the one hand, allows firms to 
reduce labour costs and to be more competitive on international markets (Zemanek 
2010); on the other hand, reducing the bargaining power of workers forces them to 
accept precarious jobs with low employment protection and with limited social assis-
tance in the case of unemployment.  
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In our hypothesis, we propose that deregulation of the labour market contributes 
to the increase of workers’ monetary poverty through a negative wage effect, generat-
ing an increase in low pay workers that feeds social conflict both within countries and 
at a supranational level. Higher labour market deregulation implies a reduction of costs 
for firms concerning hiring and firing, a reduction in dismissal costs, and a more de-
centralized bargaining contract. In turn, this process of deregulation leads to reductions 
in bargaining power of workers and unions and to a reduction in wages and an increase 
of poverty. If this hypothesis were true, it would underpin an important claim: having 
a job is not a sufficient means of escaping from poverty. 

To verify our hypothesis, we focus on 15 European countries: Austria, Belgium, 
Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Nether-
lands, Portugal, Spain, Sweden, and the UK in the time span 2005-2016. These coun-
tries can be considered rather homogeneous from an institutional point of view and 
from the level of the development of their market structures. The empirical results 
show a positive correlation between flexibility and monetary poverty, and they are also 
robust if the economic crisis is added to the econometric model. 

The paper is organized as follows: Section 1 focuses on the problem of workers’ 
monetary poverty; Section 2 contains the empirical estimates and is divided into two 
sub-sections (2.1 Empirical Model and Econometric Results, and 2.2 Robustness 
Check). Finally, in Section 3, we make our concluding remarks. 

 
1. Workers’ Monetary Poverty: A Dramatic New Phenomenon 
 

Who are the working poor? The literature defines them as “the number of working 
men and women who live in a low-income household and that cannot afford certain 
goods and services considered essential for a decent life” (Crettaz 2015, p. 312).  

It is well known that poverty has multidimensional aspects, each capturing dif-
ferent features of social hardship. There is much debate surrounding the definition of 
poverty, and different measurements of poverty have been considered to capture its 
alternative dimensions (Anthony Barnes Atkinson 1987). Despite the different per-
spectives adopted, there is a general agreement that poverty can be defined as the lack 
of resources necessary to conduct an acceptable way of living in a society (Peter Town-
send 1971, 1985; Amartya Sen 1979, 1985).  

The mechanisms at the base of monetary poverty are the following: (1) low pay; 
(2) low work intensity (Crettaz 2011; Björn Halleröd, Hans Ekbrand, and Mattias 
Bengtsson 2015); (3) household needs. If the third mechanism is strictly related to the 
size of household and to the presence of children, the first two are related to the labour 
market institutions. It is expected that the worker’s wage depends on: 

 

(a) the existence of a minimum wage; 
(b) the bargaining power of unions;  
(c) the low work intensity;  
(d) productivity per worker. 
 

A huge amount of literature has investigated the link between wages and 
productivity – whatever the causality direction (from productivity to wages for the 
marginal theory of distribution or from wages to productivity according to the theory 
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of efficiency wages). However, it should be noted that the introduction of flexibility 
measures renders the connection very weak. The increase of labour market freedom 
assigns firms a higher bargaining power and, therefore, a wider autonomy in setting 
unit labour cost. In order to calculate the percentage of workers living in conditions of 
monetary poverty, the literature adopts the at-risk-poverty rate indicator for employed 
persons compiled by the Eurostat (2019)1 website. According to this index, the poor 
are considered those workers who have an income below 60% of the national median 
equivalized disposable income (Laura Bardone and Anne-Catherine Guio 2005; Marx 
and Nolan 2012; Crettaz 2015). In other words, the “in-work at-risk-of-poverty rate” 
can be considered a monetary poverty index for workers. It takes into account the num-
ber of working individuals living at the bottom of the scale of the income distribution 
calculated as a percentage of the whole population. It can be interpreted also as an 
inequality index.  

Figure 1 shows the trend in workers’ monetary poverty across European Union 
countries from 2005 to 2016. The countries considered are Austria, Belgium, Den-
mark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, 
Portugal, Spain, Sweden, and the UK. From Figure 1, it is possible to observe that the 
percentage of workers’ monetary poverty rose during the considered period from 7.26 
in 2005 to 8.44 in 2016, an increase equal to 16.23%.  
 

 

 
 

Source: Authors’ calculation based on Eurostat (2019) data. 
 

 

Figure 1  Workers Monetary Poverty in European Union from 2005 to 2016 Average by Year 
 

We can distinguish two country groups (see Table A, Column 4 in the Appen-
dix): the first group includes countries in which workers’ monetary poverty declined 
from the beginning to the end of the period considered. This group includes Ireland  
(-0.8), the Netherlands (-0.2), Finland (-0.6), and Portugal (-0.7). The reduction of 
workers’ monetary poverty in Ireland and Portugal seems not to be coherent with the 
interpretative hypothesis of this paper. These countries were subject to structural ad-
justment programmes whose main content was to increase the flexibility of the labour 
market. However, besides the different institutional context, it has to be considered 

 
1 Eurostat. 2019. Database. https://ec.europa.eu/eurostat/data/database (accessed August 27, 2019). 



 

282 Giorgio Liotti and Rosaria Rita Canale 

PANOECONOMICUS, 2020, Vol. 67, Issue 3 (Special Issue), pp. 277-290 

that, from the beginning to the end of the period, unemployment increased by 3.7% in 
Ireland and by 2.4% in Portugal. Therefore, many workers were expelled from the 
labour market and are not anymore counted inside the number of those living in work 
poverty.  

The second group includes the remaining eleven countries of our dataset. The 
increase of percentage of workers in monetary poverty ranges between +4.7 % for 
Germany – where the unemployment rate decreased by -7.1% – and + 0.5% for Den-
mark and the United Kingdom where the change in unemployment rate was +1.4% 
and 0%, respectively. The phenomenon of in-work poverty is particularly worrying for 
Germany where it is associated with a marked decrease in unemployment. In Greece, 
despite a marked increase in unemployment (+13.6%), a slight increase in the number 
of poor workers is present (+1.2%); this is comparable with the situation in Ireland and 
Portugal. To analyse the changes in labour market institutions, we use the Labour Mar-
ket Regulation Index (LRMI). This index captures the degree of flexibility in the la-
bour market and it is taken from the Fraser Institute - Economic Freedom (2019)2. 

The LMRI index is an unweighted average of the following six measures which 
can be considered as exogenous because they are dependent on the institutional fea-
tures of each country: (1) hiring regulations and minimum wage; (2) hiring and firing 
regulations; (3) centralized collective bargaining; (4) hours regulations; (5) mandated 
cost of worker dismissal; (6) conscription. Its value ranges from 1 to 10. The higher 
the value, the higher is the degree of flexibility in the labour market. The advantages 
in using this index derive from the fact that, with respect to the most used employment 
protection legislation, it captures the overall changes in the labour market institutions 
and not only the changes occurring in the employment protection of workers. 

As described above, labour market institutions have been changing across the 
European Union in answer to the changes in the world economy structure and increas-
ing globalization. Although the changes have not been homogeneous across European 
countries (due, for example, to differences in the level of employment protection be-
tween Northern and Southern European countries), Figure 2 shows that the flexibility 
of labour market institutions has increased in the last decade. The average by year of 
the LMRI has increased from 5.92 in 2005 to 6.61 in 2016, an increase equal to 0.69. 
Moreover, the LMRI increases especially after the first negative effect of the economic 
crisis in 2009. 

Analysing the differences in the LMRI between 2005 and 20163 at the country 
level (see Table A, Column 8 in the Appendix), we can distinguish two different 
groups: the first group includes countries where the LRMI has remained stable 
(changes are for Austria -0.34, Denmark -0.11, France 0.11, UK -0.07, and Italy 0.28). 
The second group concerns countries whose national governments have adopted re-
forms aimed at making the labour market more flexible. Surprisingly, in this group we 
find both richer (Belgium 0.68, Finland 0.36, Germany 3.5, Luxembourg 0.53, the 

 
2 Fraser Institute - Economic Freedom. 2019. Dataset. https://www.fraserinstitute.org/economic-free-
dom/dataset?geozone=world&page=dataset&min-year=2&max-year=0&filter=0 (accessed August 27, 
2019). 
3 We calculated the differences according to the following formula: Δ LMRIi = LMRIi,2016 - LMRIi,2005 where 
i represents the individual country included in our dataset. 
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Netherlands 0.67, and Sweden 1.84) and poorer European countries (Greece 0.97, Por-
tugal 0.61, Spain 0.84, and Ireland 0.44). This shows that reform of the labour market 
according to the neoclassical view has dominated the policymakers’ agenda. 
 

 

 

Source: Authors’ calculation on Fraiser Institute - Economic Freedom (2019) data. 
 

 

Figure 2  Labour Market Institutions in European Union from 2005 to 2016 Average by Year 
 

In the Appendix, in order to analyse the specific country situation, we have in-
serted a table (Table A) in which the min, mean, max value of monetary poverty, 
LMRI, and unemployment (UN) is calculated. Moreover, in Table A, we report the 
differences of the three variables between the last and the first year of observation for 
each country. 

 
2. Empirical Estimates 
 

2.1 Empirical Model and Econometric Results 
 

In this section, we estimate – empirically – the relation between workers’ monetary 
poverty and changes in the labour market institutions. The dependent variable is work-
ers’ monetary poverty, while the main explanatory variable is the LMRI. 

In order to investigate whether a higher flexibility of the labour market has some 
effect on workers’ monetary poverty, we adopted a panel dynamic technique, taking 
into account the heterogeneity existing between European Union countries. The em-
pirical strategy, aimed at overcoming endogeneity issues, assumes that the levels of 
workers’ monetary poverty depends on both their previous value and the LMRI at time 
t-1. Moreover, due to the outbreak of the economic crisis from 2009, in the model we 
include both the effect of recession and the interaction effect of crisis changes in the 
LMRI. 

Therefore, to investigate the impact of LMRI workers’ monetary poverty, we 
estimate the following two equations: 
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𝑀𝑃௜,௧ = 𝛼௜ + 𝛽𝑀𝑃௜.௧ିଵ + 𝛾𝐿𝑀𝑅𝐼௜,௧ିଵ + 𝜀௜௝, (1)
 𝑀𝑃௜,௧  = 𝛼௜ + 𝛽𝑀𝑃௜.௧ିଵ + 𝛾𝐿𝑀𝑅𝐼௜,௧ିଵ + 𝛿𝐸𝑐𝑜. 𝐶𝑟𝑖𝑠𝑖𝑠 + 𝜑𝐸𝑐𝑜. 𝐶𝑟𝑖𝑠𝑖𝑠 ∗ 𝐿𝑀𝑅𝐼௧ + 𝜀௜௝, (2)
 

where 𝑀𝑃 is the workers’ monetary poverty and Eco.Crisis is calculated using national 
data on the real growth rate. This represents the dummy variable that allows us capture 
the effect of the crisis nationally on the working poor; it takes the value of 1 if at time 
t the national real growth rate is negative and, otherwise, its value is 0. 𝐸𝑐𝑜. 𝐶𝑟𝑖𝑠𝑖𝑠 ∗ 𝐿𝑀𝑅𝐼 is the interaction effect composed by the economic crisis 
dummy and changes in LMRI. This term should provide the impact of the changes in 
LMRI on monetary poverty during the crisis period, i are the entities, and t represents 
the time. β, 𝛾, 𝛿 and 𝜑 are the coefficients of our explanatory variables and these cap-
ture the country effect. Equation (1) allows us to analyse the “pure” impact of higher 
labour market flexibility on workers’ monetary poverty. It represents our baseline 
model, in which we hypothesize that workers’ monetary poverty at time t depends only 
on its previous level 𝑡 − 1 and labour market regulation lagged by one year. We con-
sider the results of the baseline model to be our benchmark. In Equation (2) we control 
for the effect of LMRI on workers’ monetary poverty, adding to the baseline model 
both the effect of economic crisis and the effect of the interaction term. We chose to 
use the variable LMRI at time t in order to capture the eventual presence of an ampli-
fied effect of present institutional factors in crisis times. All the results are corrected 
for possible autocorrelation. Table 1 shows the empirical results.  

  
Table 1  Effect of Changes in Labour Market Regulation Index on Monetary Poverty in 15 European 

Countries: ARDL Model 
 

Independent variables (1) (2) (3)
Monetary povertyt-1 0.399*** 

(0.077)
0.340*** 
(0.078)

0.336*** 
(0.078)

LMRIt-1 0.367*** 
(0.130)

0.338** 
(0.133)

0.294** 
(0.136)

Dummy crisis   0.389** 
(0.187)

 

Dummy crisis*LMR   0.068** 
(0.029)

Observations 150 150 150

R-squared 0.8074 0.7635 0.7451
 

Notes: *, **, ***, reject the null hypothesis at 1, 5 and 10%. Standard errors in parenthesis. 
Source: Authors’ calculation. 

 
From the econometric results (Columns 1-3), we can see that the workers’ mon-

etary poverty is positively correlated both to its past value and labour market flexibil-
ity. In other words, increases in workers’ monetary poverty correspond to a higher 
flexibility in the labour market. The coefficient of LMRI reduces slightly when we add 
to the baseline model a dummy variable of economic crisis (0.338) and the interaction 
term (0.294). Finally, we note that the “accelerated” reform of the labour market during 
a recession phase also produces an increase in workers’ poverty (0.068). However, 
because is to verify summing up the coefficients of the main explanatory variable and 
interaction dummy, the crisis amplifies the effect on poverty of the LMRI index.  



 

285 Poverty and Labour Market Institutions in Europe 

PANOECONOMICUS, 2020, Vol. 67, Issue 3 (Special Issue), pp. 277-290

2.2 Robustness Check 
 

One of the major limits of the model (1) is the presence of endogeneity, which can 
produce bias in the coefficient of the lagged dependent variable that could be correlated 
with error terms (Ariel BenYishay and Roger Betancourt 2014). Therefore, in order to 
deal with the endogeneity problem and to check the robustness of previous results, we 
re-estimated Equation (1) using the generalized method of moments (GMM) model 
(Manuel Arellano and Stephen Bond 1991). Moreover, because the estimator must be 
free of autocorrelations in the idiosyncratic errors, the Arellano-Bond test for first- and 
second-order autocorrelation (Arellano and Bond 1991) in the first-differenced errors 
was performed after the estimation. The Sargan (John Denis Sargan 1975) test of overi-
dentifying was also added. Table 2 seems to confirm the main conclusions presented 
in Table 1. Indeed, Table 2 confirms that workers’ monetary poverty depends on its 
previous value and positive correlation with higher LMRI. Moreover, we note also a 
positive coefficient concerning both dummy variables of economic crisis and for the 
interaction term. 

 
Table 2  Effect of Changes in Labour Market Regulation Index on Monetary Poverty in 15 European 

Countries: GMM Model 
 

Independent variables (1) (2) (3) 
Monetary povertyt-1 0.852*** 

(0.132)
0.675*** 
(0.157)

0.587*** 
(0.119) 

LMRIt-1 0.276* 
(0.148) 

0.309** 
(0.125) 

0.344*** 
(0.084) 

Dummy crisis   0.239*** 
(0.063)

 

Dummy crisis*LMR   0.041*** 
(0.011) 

Observations 150 150 150 

N. of groups 15 15 15 

N. of instruments 12 13 13 

Observations 
 

150 150 150 

Arellano-Bond test for 
autocorrelation AR(1) 

-2.105** -1.928* -1.935* 

Arellano-Bond test 
for autocorrelation AR(2) 

0.809 0.757 0.721 

Sargan test 7.675 8.430 9.106 
 

Notes: *, **, ***, reject the null hypothesis at 1, 5 and 10%. Standard errors in parenthesis. In Arellano-Bond test for autocor-
relation, the null hypothesis is Ho: no autocorrelation. In Sargan test of overidentifying restrictions, the null hypothesis is Ho: 
overidentifying restrictions are valid. 
 

Source: Authors’ calculation. 

 
To verify whether the empirical model satisfies the necessary conditions for 

implementing the GMM methodology, after the estimates we verified the presence of 
second order serial correlation in the dependent variable and the test for overidentify-
ing restrictions. 
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The Arellano-Bond test, as shown in Table 2, rejects the hypothesis of the ex-
istence of a second order serial correlation, and the Sargan (1975) test of overidentify-
ing restrictions confirms the validity of the model at 10%.  

 
3. Concluding Remarks 
 

Since the early 1990s, flexibility in the labour market represents one of the main pillars 
of European policymakers’ agenda to deal with the persistence of unemployment and 
to guarantee a greater competitiveness of firms in international markets. However, a 
likely consequence of these policies – which aim to introduce higher flexibility in the 
labour market – is the birth of so-called bad jobs (precarious and low-wage jobs) and 
the increase of monetary poverty among workers.   

In this paper, the relation between workers’ monetary poverty and labour mar-
ket regulation, with the intention of finding a correlation between the two variables, is 
estimated. The empirical estimates – by first using an autoregressive distributed lag 
model and then GMM estimation – conducted on 15 European countries during the 
period 2005-2016 seems to support the hypothesis that an increase in the LMRI index 
increases workers’ monetary poverty. The results were also confirmed when a dummy 
variable for economic crisis and a crisis-LMRI interaction term are added to the em-
pirical model. In conclusion, the paper seems to confirm that a higher flexibility is not 
a “panacea” that solves each problem related to labour market institutions. On the con-
trary, higher flexibility can increase poverty among workers. This highlights the ne-
cessity of recreating a new labour market institutional scheme, which is able to pro-
mote both higher production efficiency for firms and higher protection for workers. 
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Appendix 
 

Table A  Monetary Poverty and LMRI in EU-15: County Analysis 

 

Source: Authors’ calculation. 

 
 
 

Country 

Variable
Monetary poverty LMRI Unemployment

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

Min. Mean Max. Diff.
(2016-2005)

Min. Mean Max. Diff.
(2016-2005)

Min. Mean Max. Diff. 
(2016-2005) 

Austria 6.1 7.55 8.6 1.5 5.55 6 6.32 -0.34 4.1 5.18 6 0.4 

Belgium 3.9 4.42 4.8 0.8 6.5 7.11 7.41 0.68 7 7.95 8.5 -0.8 

Denmark 4.2 5.3 6.5 0.5 7.31 7.41 7.47 -0.11 3.4 5.87 7.6 1.4 

Finland 3.1 3.95 5.1 -0.6 4.8 5.26 5.62 0.36 6.4 8.05 9.4 0.4 

France 6 7.1 8 1.8 5.33 5.66 5.93 0.11 7.4 9.3 10.4 1.2 

Germany 4.8 7.65 9.9 4.7 3.8 5.5 7.43 3.5 4.1 6.82 11.2 -7.1 

Greece 11.9 13.6 15.1 1.2 4.01 4.52 4.97 0.96 7.8 16.8 27.5 13.6 

Ireland 4.8 5.44 6.3 -0.8 7.25 7.75 8.13 0.44 4.6 10.2 15.5 3.7 

Italy 8.8 10.35 11.8 3 6.17 6.59 6.97 0.28 6.1 9.24 12.7 4 

Luxembourg 9.3 10.45 12 2.2 5.28 5.78 6.34 0.53 4.2 5.21 6.5 1.7 

Netherlands 4.4 5 5.8 -0.2 6.61 6.90 7.44 -0.5 3.7 5.55 7.4 0.1 

Portugal 9.3 10.45 11.5 -0.7 4.76 5.49 6.45 0.61 8.8 11.7 16.4 2.4 

Spain 10.1 11.32 13.2 2.5 4.69 5.41 6.25 0.84 8.2 17.8 26.1 10.4 

Sweden 5.5 7.28 8.1 1.3 5.06 6.07 6.86 1.8 6.1 7.5 8.6 -0.8 

UK 6.3 7.90 8.8 0.5 7.92 8.23 8.46 -0.07 4.8 6.35 8.1 0 
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